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3.3 Financial Statements; Changes; Contingencies.

(a) Financial Statements. Section 3.3(a) of the Seller Disclosure Schedule sets
forth audited combined statements of selected assets, selected liabilities and parent funding
of a combination of Verizon Hawaii and carved-out components of Verizon Information
Services, Verizon Internet Services, Inc. and Verizon Long Distance, as at December 31,
2002 and as at December 31, 2003 (such statement as of December 31 , 2003, the “2003
Statement of Selected Assets”), and related audited combined statements of income and
cash flow for the 12 months ended December 31, 2001, December 31, 2002 and
December 31, 2003 and an unaudited combined statement of selected assets, selected
liabilities and parent funding as of March 31, 2004 (the “Interim Statement of Selected
Assets”) and related unaudited combined statements of income for the three-month period
ended March 31, 2004 (the foregoing, collectively, and together with the notes thereto, the
“Financial Statements™). Such Financial Statements have been prepared from the books
and records of the Company, its Subsidiaries and the Contributing Companies (to the extent
relating to the use and operation of the Verizon AssetCo Assets) and their Affiliates in
accordance with GAAP (it being understood, in the case of the Interim Statement of
Selected Assets, that such statement is subject to normal year-end adjustments that are not,
in the aggregate, material and does not contain footnotes) applied on a consistent basis
throughout the periods involved (except as noted in any such Financial Statement) and
present fairly, in all material respects, the combined financial position and operating results
of Verizon Hawaii and carved-out components of Verizon Information Services, Verizon
Internet Services, Inc. and Verizon Long Distance as of the dates and for the periods
indicated therein. Since December 31, 2003, the Company, its Subsidiaries and the
Contributing Companies (to the extent relating to the use and operation of the Verizon
AssetCo Assets) have not changed any method of accounting or accounting policies, other
than those changes required by GAAP.

(b)  No Other Liabilities. As of the date hereof, the Company, the Subsidiaries
and the Contributing Companies (to the extent relating to the use and operation of the
Verizon AssetCo Assets) have no liabilities (whether accrued, absolute, contingent,
unliquidated, known or unknown) except liabilities (1) that are reflected on the 2003
Statement of Selected Assets and the Interim Statement of Selected Assets, (2) that are
disclosed in this Agreement, any Ancillary Document or the Seller Disclosure Schedule,
(3) that were incurred in the ordinary course of business and would not reasonably be
expected to have, individually or in the aggregate, a Material Adverse Effect, (4) that are
for Taxes not yet due and payable or (5) that are for Taxes that are being contested in good
faith through appropriate proceedings and disclosed in Section 3.4(b) of the Seller
Disclosure Schedule.

(c) No Indebtedness. Other than intercompany indebtedness owed to Seller or
its Affiliates (all of which Indebtedness shall be repaid, discharged or otherwise satisfied
pursuant to Section 5.9) and other than Indebtedness listed in Section 3.3(c) of the Seller
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Disclosure Schedule, as of the date hereof, the Company and the Subsidiaries and the
Contributing Companies (with respect to the Verizon AssetCo Assets) have no
Indebtedness.

(d)  Pro Forma Financial Statements. Section 3.3(d) of the Seller Disclosure
Schedule sets forth Seller’s good faith estimate of the pro forma balance sheet as of
December 31, 2003 of the combined financial condition of a combination of Verizon
Hawaii and carved-out components of Verizon Information Services, Verizon Internet
Services, Inc. and Verizon Long Distance, together with the notes thereto, adjusted to
eliminate certain identified assets and liabilities accrued on the financial statements of
Verizon Hawaii and its Affiliates, which assets or liabilities (based on certain assumptions)
will either be transferred prior to the Closing Date or paid by Seller or its Affiliates (other
than the Company or Subsidiaries) on or prior to the Closing Date or be retained or
assumed by Seller or its Affiliates (other than the Company and Subsidiaries) on or prior to
the Closing Date (the “Pro Forma Balance Sheet”). Such Pro Forma Balance Sheet has
been prepared from the books and records of the Company, its Subsidiaries and the
Contributing Companies in accordance with GAAP (except for the pro forma adjustments
specified therein) and present fairly, in all material respects, the combined pro forma
financial position of Verizon Hawaii and carved-out components of Verizon Information
Services, Verizon Internet Services, Inc. and Verizon Long Distance as of the date
indicated therein.

3.4  Tax Matters. Except as set forth on Section 3.4 of the Seller’s Disclosure
Schedule:

(@) °  The Company and the Subsidiaries have timely filed all material Tax
Returns that they were required to file, either separately or as members of an Affiliated
Group. All such Tax Returns were correct and complete in all material respects. All
material Taxes of the Company and the Subsidiaries (whether or not shown on any Tax
Return) have been timely paid or, to the extent accrued through the date hereof, are set
forth in an adequate reserve (established in conformity with GAAP) included in the
Financial Statements and the unpaid Taxes of the Company and the Subsidiaries do not
exceed the reserve included in the Financial Statements. All material Taxes which have
been collected from third parties by the Company and the Subsidiaries have been properly
remitted to the appropriate taxing authorities. There are no material Encumbrances for
Taxes upon any of the assets of the Company or the Subsidiaries.

(b)  There is no material dispute, claim or audit concerning any Tax liability of
the Company, the Subsidiaries, or any of the Contributing Companies (to the extent relating
to the use or operation of the Verizon AssetCo Assets). No waivers of statutes of limitation
with respect to any Tax Returns of the Company, the Subsidiaries, or any of the
Contributing Companies (to the extent relating to the use or operation of the Verizon
AssetCo Assets), whether filed separately or as members of an Affiliated Group, have been
given or requested. All deficiencies asserted or assessments made as a result of any
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